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the Internal Revenue Service notifies R pur-
suant to section 3406(a)(1)(B) that the infor-
mation return filed for E for the 1991 cal-
endar year contained an incorrect TIN. At
the time R receives this notification, E’s ac-
count contains the incorrect TIN. On Decem-
ber 31, 1992, R telephones E pursuant to para-
graphs (f)(2) and (e)(2)(ii) of this section and
receives different TIN information from E. R
uses this information on the return that it
files timely for E for the 1992 calendar year,
i.e., in February 1993.

(iii) In April 1993, the Internal Revenue
Service notifies R pursuant to paragraph
(a)(2) of §301.6721-1 that the information re-
turn filed for the 1991 calendar year contains
an incorrect TIN. The penalty will be
waived, however, if R establishes the failure
was due to reasonable cause as defined in
this section.

(iv) To establish reasonable cause under
this section, R must satisfy the criteria in
both paragraphs (c)(6) and (d)(2) of this sec-
tion. Pursuant to paragraph (d)(2) of this sec-
tion, R can demonstrate that it acted in a re-
sponsible manner only if it complies with
paragraph (f) of this section. R solicited E’s
TIN at the time the account was opened (ini-
tial solicitation). Under paragraphs (d)(2)
and (f)(4) of this section, the initial solicita-
tion relates to failures on returns filed for
the year in which an account is opened (i.e.,
1991) and for subsequent years until the cal-
endar year in which the filer receivers a no-
tification of an incorrect TIN pursuant to
section 3406. Because E failed to provide the
correct TIN upon request, the failure arose
from events beyond R’s control as described
in paragraph (c)(6) of this section. Therefore,
the penalty with respect to the failure on the
1991 calendar year information return is
waived due to reasonable cause.

Example 7. (i) The facts are the same as in
Example 6. In April 1994 the Internal Revenue
Service notifies R pursuant to paragraph
(a)(2) of §301.6721-1 that the information re-
turn filed for the 1992 calendar year for E
contained an incorrect TIN.

(ii) To establish reasonable cause for the
failure under this section, R must satisfy the
criteria in both paragraphs (¢)(6) and (d)(2) of
this section. Pursuant to paragraph (d)(2) of
this section R may establish that it acted in
a responsible manner only by complying
with paragraph (f) of this section. Pursuant
to paragraph (f)(1)(ii) of this section, R must
make an annual solicitation after being noti-
fied of an incorrect TIN if the payee’s ac-
count contains the incorrect TIN at the time
of the notification. Paragraph (f)(3) of this
section provides that if the filer is notified
pursuant to section 3406(a)(1)(B) the time and
manner of making an annual solicitation is
that required under §31.3406(d)-5(g)(1)(ii) of
this chapter. Section 31.3406(d)-5(g)(1)(ii) of
this chapter requires R to notify E by mail
within 15 business days after the date of the
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notice from the Internal Revenue Service,
which R failed to do. As a result, R has failed
to act in a responsible manner with respect
to the failure on the 1992 information return,
and the penalty will not be waived due to
reasonable cause.

(1) [Reserved]

(m) Procedure for seeking a waiver. In
seeking an administrative determina-
tion that the failure was due to reason-
able cause and not willful neglect, the
filer must submit a written statement
to the district director or the director
of the Internal Revenue Service Center
where the returns, as defined in section
6724(d), are required to be filed. The
statement must—

(1) State the specific provision under
which the waiver is being requested,
i.e., paragraph (b) or under paragraph
(c) (2) through (6),

(2) Set forth all the facts alleged as
the basis for reasonable cause,

(3) Contain the signature of the per-
son required to file the return, and

(4) Contain a declaration that it is
made under penalties of perjury. See
§1.6061-1 of the Income Tax Regula-
tions for the rules on the signing of re-
turns.

(n) Manner of payment. The penalty

due under sections 6721 through 6723
shall be paid upon notice and demand
by Internal Revenue Service, and in
the same manner as a tax liability is
paid.
[T.D. 8386, 56 FR 67182, Dec. 30, 1991, and
amended by T.D. 8409, 57 FR 13035, Apr. 15,
1992; T.D. 8734, 62 FR 53496, Oct. 14, 1997; T.D.
8804, 63 FR 72189, Dec. 31, 1998; T.D. 8856, 64
FR 73413, Dec. 30, 1999; T.D. 9055, 68 FR 22595,
Apr. 29, 2003; T.D. 9136, 69 FR 41943, July 13,
2004]

REGULATIONS APPLICABLE TO INFORMA-
TION RETURNS AND PAYEE STATE-
MENTS THE DUE DATE FOR WHICH
(WITHOUT REGARD TO EXTENSIONS) IS
AFTER DECEMBER 31, 1986, AND BE-
FORE JANUARY 1, 1990

§301.6723-1A Failure to include cor-
rect information.

(a) General rule. If any person files an
information return (as defined in sec-
tion 6724(d)(1)) or furnishes a payee
statement (as defined 1in section
6724(d)(2)) the due date for which, de-
termined without regard to extensions,
is after December 31, 1986, and before
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January 1, 1990, and such person fails
to include all of the information re-
quired to be shown on such return or
statement or includes incorrect infor-
mation, such person will be considered
to have failed to include correct infor-
mation. For this purpose, information
required to be shown on a return or
statement is the information required
by the applicable information report-
ing statute or by any administrative
pronouncement issued thereunder
(such as a regulation, revenue ruling,
revenue procedure, or information re-
porting form). Except as otherwise pro-
vided in this section, any person who
fails to include correct information
shall pay $5 for each return or state-
ment with respect to which such fail-
ure occurs; however, the total amount
imposed on any person for all such fail-
ures during any calendar year shall not
exceed $20,000. See paragraph (e) of this
section regarding the higher penalties
for intentional disregard of the correct
information reporting requirement and
for interest and dividend returns and
statements.

(b) Ezxception for inconsequential omis-
sions and inaccuracies—(1) Ezxception.
The penalty imposed by paragraph (a)
of this section will not be assessed for
any failure to include correct informa-
tion on an information return if the
failure does not prevent or hinder the
Internal Revenue Service from proc-
essing the return or from correlating
the information required to be shown
on the return with the information
shown on the payee’s tax return. Simi-
larly, the penalty imposed by para-
graph (a) of this section will not be as-
sessed for any failure to include correct
information on a payee statement if
the failure cannot reasonably be ex-
pected to prevent or hinder the payee
from timely receiving correct informa-
tion and reporting it on his or her tax
return.

(2) Examples. The provisions of this
paragraph (b) may be illustrated by the
following examples:

Example 1. A payor files a form 1099-MISC
(relating to miscellaneous income) with the
Internal Revenue Service and furnishes a
corresponding statement to the payee. Both
the form 1099-MISC and the payee statement
are complete and correct, except that the
word ‘‘Street’ is misspelled in the payee’s
address. The error does not prevent or hinder

§301.6723-1A

the Internal Revenue Service from proc-
essing the return or from correlating the in-
formation required to be shown on the re-
turn with the information shown on the pay-
ee’s tax return. In addition, the error cannot
reasonably be expected to prevent or hinder
the payee from timely receiving correct in-
formation and reporting it on his or her tax
return. Therefore, the penalty imposed by
paragraph (a) of this section will not be as-
sessed.

Example 2. Assume the same facts as in Ex-
ample 1, except that the only error on the
form 1099-MISC and the payee statement is
that the payee’s first name, ‘“William,” is
misspelled as ‘“Willaim.”” The penalty im-
posed by paragraph (a) of this section will
not be assessed, for the reasons set forth in
Example 1.

Example 3. Assume the same facts as in Ex-
ample 1, except that the only error on the
form 1099-MISC and the payee statement is
that the payee’s street address, 4821 Main
Street, is incorrectly reported as 8421 Main
Street. The penalty imposed by paragraph
(a) of this section will not be assessed with
respect to the form 1099-MISC if the error
does not prevent or hinder the Internal Rev-
enue Service from processing the return or
from correlating the information required to
be shown on the return with the information
shown on the payee’s tax return. However,
the penalty will be assessed with respect to
the payee statement because the error can
reasonably be expected to prevent or hinder
the payee from timely receiving correct in-
formation and reporting it on his or her tax
return. See paragraph (d) of this section re-
garding waiver of the penalty for reasonable
cause or due diligence.

(c) Ezxception for corrected omissions
and inaccuracies—(1) Ezxception. The
penalty imposed by paragraph (a) of
this section generally will not be as-
sessed for a failure to include correct
information on an information return
or payee statement if the person who
filed the return or furnished the state-
ment corrects the failure by the ear-
liest of—

(i) The date that is 30 days after the
date that the person discovers the fail-
ure; or

(i1) The date that is 30 days after the
date of a written request, from the In-
ternal Revenue Service to the person,
for corrected information; or

(iii) October 1 (March 1 for payee
statements) of the calendar year in
which the return or statement is due.

(2) Limitations on exception. Notwith-
standing paragraph (c)(1) of this sec-
tion, timely correction of a failure to
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include correct information on a return
or statement will not prevent assess-
ment of the penalty for any failure
that is part of a pattern of conduct, by
the person who filed the return or fur-
nished the statement, of repeatedly
failing to include correct information.
Further, correction of a failure to in-
clude correct information will not pre-
vent assessment of the penalty for in-
tentional disregard of the correct infor-
mation reporting requirement. See
paragraph (e)(1) of this section with re-
spect to intentional disregard.

(3) Examples. The provisions of this
paragraph (c) may be illustrated by the
following examples:

Example 1. In January 1987, Bank M pre-
pares forms 1099-INT (relating to interest in-
come) with respect to interest income earned
by its depositors in calendar year 1986. M
timely files the forms with the Internal Rev-
enue Service and timely furnishes copies to
its depositors. On March 16, 1987, M discovers
that the amount of backup withholding tax
(Federal income tax withheld) was inadvert-
ently omitted from several of the forms and
payee copies. Several days later M files cor-
rected forms with the Service and furnishes
corrected copies to the affected payees. The
penalty for failure to include correct infor-
mation will not be due with respect to the
incomplete forms 1099-INT filed with the In-
ternal Revenue Service, since they were cor-
rected within 30 days after M discovered the
omission and before October 1, 1987. However,
the penalty will be due with respect to the
incomplete copies furnished to the payees,
since they were not corrected by March 1,
19817.

Example 2. In January 1987, Corporation N
files forms 1099-DIV (relating to dividends
and distributions) for calendar year 1986 and
furnishes copies to its shareholders. A sig-
nificant number of the forms and payee cop-
ies do not include the amount of backup
withholding tax. On December 1, 1987, the In-
ternal Revenue Service provides N with a
written request for corrected information.
On December 15, 1987, N files corrected forms
with the Service and furnishes corrected cop-
ies to the payees. The penalty for failure to
include correct information will be due with
respect to the incomplete forms, since they
were not corrected by October 1, 1987. In ad-
dition, the penalty will be due with respect
to the incomplete copies furnished to the
payees, since they were not corrected by
March 1, 1987. However, N’s correction of the
forms is a fact to be considered, along with
other facts, in determining whether the
higher penalty for intentional failures will
be imposed; see paragraph (e)(1)(ii)(B) of this
section.
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Example 3. In January 1987, Corporation O
files forms 1099-DIV for calendar year 1986
and furnishes copies to its shareholders. O
intentionally does not include the amount of
backup withholding tax for any shareholder.
Since the omissions represent an intentional
disregard of the correct information report-
ing requirement, correction of the omissions
will not prevent assessment of the penalty
for intentional failure to include correct in-
formation.

(d) Waiver for reasonable cause or due
diligence—(1) Reasonable cause. Except
as provided in paragraph (d)(2) of this
section (relating to interest or dividend
returns or statements), the penalty im-
posed by paragraph (a) of this section
will be waived for any failure to in-
clude correct information if it is estab-
lished to the satisfaction of the district
director or the director of the internal
revenue service center that such fail-
ure was due to reasonable cause and
not to willful neglect.

(2) Due diligence. Paragraph (d)(1) of
this section will not apply in the case
of any interest or dividend return or
statement (as defined in section
6724(c)(5). However, in such a case, the
penalty imposed by paragraph (a) of
this section will be waived for any fail-
ure to include correct information if it
is established to the satisfaction of the
district director or the director of the
internal revenue service center that
the person otherwise liable for such
penalty exercised due diligence in at-
tempting to include such information.
The requirement to exercise due dili-
gence imposes a higher standard of
conduct than required under the rea-
sonable cause defense.

(3) Procedure for seeking waiver. Rea-
sonable cause (or due diligence) may be
established only by submitting a writ-
ten statement that sets forth all the
facts alleged as reasonable cause (or
due diligence) and makes an affirma-
tive showing of reasonable cause (or
due diligence). The statement must be
signed by the person required to file
the information return or furnish the
payee statement to which the penalty
imposed by paragraph (a) of this sec-
tion relates, and must contain a dec-
laration that is is made under the pen-
alties of perjury. See §301.6061-1 for
rules on the signing of returns.
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(e) Higher penalties in certain cases—
(1) Intentional disregard of the correct in-
formation reporting requirement—(i) Ap-
plication of section 6723(b). If a person
fails to include correct information on
an information return and such failure
is due to intentional disregard of the
correct information reporting require-
ment, the penalty imposed by para-
graph (a) of this section with respect to
such return will be determined under
section 6723(b). The penalty prescribed
by section 6723(b) for such a return is
$100 or, if greater, the amount equal to
10 percent (or, in some cases, b percent)
of the aggregate amount of the items
required to be reported correctly on
the return. In the case of any penalty
determined under section 6723(b), the
$20,000 limitation of paragraph (a) of
this section will not apply. In addition,
such penalty will not be taken into ac-
count in applying the $20,000 limitation
to penalties not determined under sec-
tion 6723(b).

(ii) Meaning of intentional disregard. A
failure to include correct information
on an information return will be treat-
ed as due to intentional disregard of
the correct information reporting re-
quirement if the person who filed the
return knowingly or willfully failed to
include correct information at the
time the return was filed. Whether a
person knowingly or willfully failed to
include correct information will be de-
termined on the basis of all of the facts
and circumstances in the particular
case. Facts and circumstances to be
considered for this purpose include, but
are not limited to, the following—

(A) Whether the failure to include
correct information is part of a pattern
of conduct, by the person who filed the
return, of repeatedly failing to include
correct information on information re-
turns;

(B) Whether the person who filed the
return corrects the failure within 30
days after the date of any written re-
quest from the Internal Revenue Serv-
ice for corrected information; and

(C) Whether the person who filed the
return can reasonably be expected to
have discovered the failure during the
calendar year the return was due and,
if so, whether timely correction was
made.

§301.6723-1A

(2) Interest and dividend returns and
statements. In the case of any interest
or dividend return or statement (as de-
fined in section 6724(c)(5)), the $20,000
limitation of paragraph (a) of this sec-
tion will not apply. In addition, any
penalty imposed by paragraph (a) of
this section with respect to such a re-
turn or statement—

(i) Will not be taken into account in
applying the $20,000 limitation of para-
graph (a) of this section with respect to
other returns or statements, and

(ii) Will not be taken into account in
applying the $100,000 limitations of sec-
tions 6721(a) and 6722(a) with respect to
any return or statement.

(f) Manner of payment—(1) In general.
Except as provided in paragraph (f)(2)
of this section (relating to interest and
dividend returns and statements), any
penalty imposed by paragraph (a) of
this section shall be paid on notice and
demand by the Internal Revenue Serv-
ice and in the same manner as a tax li-
ability is paid.

(2) Self-assessment for interest and divi-
dend returns and statements. Any pen-
alty imposed by paragraph (a) of this
section with respect to an interest or
dividend return or statement will be
assessed and collected in the same
manner as an excise tax imposed by
subtitle D of the Internal Revenue
Code, and the deficiency procedures of
subchapter B of chapter 63 of the Code
will not apply. In such a case, the pen-
alty must be self-assessed and will be
due and payable on April 1 of the cal-
endar year following the calendar year
for which the return or statement is re-
quired. The penalty should be remitted
with a properly executed Form 8210
(Self-Assessed Penalties Return).

(g) Coordination with other penalties—
(1) Penalty for failure to supply identi-
fying numbers. Pursuant to section
6723(c), no penalty shall be imposed
under paragraph (a) of this section
with respect to any return or state-
ment if a penalty is imposed under sec-
tion 6676 (relating to the failure to sup-
ply identifying numbers) with respect
to such return or statement.

(2) Penalty for failure to file informa-
tion returns or furnish payee statements.
No penalty shall be imposed under
paragraph (a) of this section with re-
spect to any return or statement if a
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penalty is imposed under section 6721
(relating to the failure to file certain
information returns) or section 6722
(relating to the failure to furnish cer-
tain payee statements) with respect to
such return or statement.

(3) Examples. The provisions of this
paragraph (g) may be illustrated by the
following examples:

Example 1. Corporation P timely files
Forms 1099-DIV (relating to dividends and
distributions) for a calendar year and fur-
nishes copies to its shareholders. Several of
these forms and shareholder copies do not in-
clude correct taxpayer identification num-
bers (TINs), and Corporation P does not show
that it exercised due diligence in attempting
to include correct TINs; therefore, a penalty
is imposed under section 6676(b) with respect
to these several forms and shareholder cop-
ies. Since a penalty is imposed under section
6676, no penalty is imposed under paragraph
(a) of this section with respect to the same
several forms and shareholder copies.

Example 2. Corporation Q, a bank, fails to
file certain required Forms 1099-INT (relat-
ing to interest income of its depositors) in a
timely fashion. Corporation Q claims that it
exercised due diligence in attempting to file
the forms on time and that therefore no pen-
alty under section 6721 or 6723 should apply.
If the Internal Revenue Service finds that
Corporation Q did not exercise due diligence
and imposes the failure-to-file penalty under
section 6721 with respect to the forms, no
penalty will be imposed under paragraph (a)
of this section.

Example 3. Corporation R files with the In-
ternal Revenue Service a document pur-
porting to be an information return. The
document contains so many omissions and
inaccuracies that its utility as an informa-
tion return is minimized or eliminated. The
Service imposes the failure-to-file penalty
under section 6721 with respect to the docu-
ment. Since the failure-to-file penalty is im-
posed, no penalty will be imposed under
paragraph (a) of this section.

(h) Effective date. The rules contained
in this section are effective January 1,
1987, as applicable to information re-
turns and payee statements the due
date for which, determined without re-
gard to extensions, is after December
31, 1986, and before January 1, 1990. See
section 7711 of the Omnibus Budget
Reconciliation Act of 1989 (Pub. L. 101-
239, 103 Stat. 2106 (1989)) for the applica-
ble penalty for certain failures related
to information returns and payee
statements the due date for which,
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without regard to extensions, is after
December 31, 1989.

[56 FR 15042, Apr. 15, 1991]

General Provisions Relating to
Stamps

§301.6801-1 Authority for establish-
ment, alteration, and distribution.

(a) Establishment and alteration. The
Commissioner may establish, and from
time to time alter, renew, replace, or
change the form, style, character, ma-
terial, and device of any stamp, mark,
or label under any provision of the law
relating to internal revenue.

(b) Preparation and distribution of
forms, stamps and dies. The Commis-
sioner shall prepare and distribute all
the instructions, directions, forms,
blanks, and stamps; and shall provide
proper and sufficient adhesive stamps
and other stamps or dies for expressing
and denoting the several stamp taxes.

§301.6802-1 Supply and distribution.

(a) Postmaster General. The Commis-
sioner shall furnish to the Postmaster
General, without prepayment, a suit-
able quantity of adhesive stamps (other
than the stamps on playing cards), cou-
pons, tickets, or such other devices as
may be prescribed pursuant to section
6302(b) (authorizing a discretionary
method for collecting certain specified
taxes) or chapter 69 of the Code, to be
distributed to, and kept on sale by, the
various postmasters in the TUnited
States in all post offices of the first
and second classes, and such post of-
fices of the third and fourth classes as
are located in county seats or Post-
master General as necessary.

(b) Designated depositary of the United
States. The district director for the dis-
trict in which any designated deposi-
tary of the United States is located
shall furnish to such designated deposi-
tary, without prepayment, a suitable
quantity of adhesive stamps to be kept
on sale by the designated depositary.

(c) State agents. Any person who is
duly appointed and acting as agent of
any State for the sale of stock transfer
stamps of such State may make appli-
cation to the district director for the
district in which the State agent is lo-
cated, to be designated for the purpose
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